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COW TTEE CALENDAR

CS FOR SENATE BILL NO. 43(FIN)
"An Act extending the termnation date of the State Medical
Board. "

- MOVED CSSB 43(FIN) OQUT OF COW TTEE

HOUSE BI LL NO. 203

"An Act relating to the definitions of 'net incone' and
‘unrestricted net income' for purposes of <calculating the
dividends to be paid to the state by the Alaska |Industrial
Devel opnent and Export Authority; and providing for an effective
date."

- MOVED HB 203 QUT OF COW TTEE

HOUSE BILL NO 13

"An Act declaring legislative intent to reject the continuity of
enterprise exception to the doctrine of successor liability
adopted in Savage Arns, Inc. v. Wstern Auto Supply, 18 P.3d 49
(Al aska 2001), as it relates to products liability; providing
that a successor corporation or other business entity that
acquires assets of a predecessor corporation or other business
entity is subject to liability for harm to persons or property
caused by a defective product sold or otherwise distributed
comercially by the predecessor only if the acquisition is
acconpanied by an agreenent for the successor to assune the
liability, results from a fraudulent conveyance to escape
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liability for the debts or Iliabilities of the predecessor,
constitutes a consolidation or nerger with the predecessor, or
results in the successor's becomng a continuation of the
predecessor; defining 'business entity' that acquires assets to
include a sole proprietorship; and applying this Act to the

sale, |ease, exchange, or other disposition of assets by a
corporation, a Ilimted liability conpany, a partnership, a
limted liability partnership, a limted partnership, a sole

proprietorship, or other business entity that occurs on or after
the effective date of this Act."

- MOVED HB 13 QUT OF COW TTEE
SPONSOR SUBSTI TUTE FOR HOUSE BI LL NO 184
"An Act relating to individual deferred annuities; and providing
for an effective date.”
- MOVED CSSSHB 184(L&C) OUT OF COW TTEE
PREVI QUS ACTI ON

BILL: SB 43
SHORT TI TLE: EXTEND STATE MEDI CAL BOARD
SPONSOR(S): SENATOR(S) OLSON

Jrn-Date Jrn- Page Action

01/ 29/ 03 0074 (S READ THE FI RST TI ME -
REFERRALS

01/ 29/ 03 0074 (S L&C, FIN

02/ 27/ 03 (S L&C AT 1:30 PM BELTZ 211

02/ 27/ 03 (S Moved Qut of Comm ttee

02/ 27/ 03 (S M NUTE( L&C)

02/ 28/ 03 0293 (S L&C RPT 5DP

02/ 28/ 03 0293 (S DP: BUNDE, SEEKI NS, DAVI S,
FRENCH,

02/ 28/ 03 0293 (S STEVENS G

02/ 28/ 03 0294 (S FN1: ( CED)

03/ 06/ 03 (S FI N AT 9: 00 AM SENATE FI NANCE
532

03/ 06/ 03 (S Moved CSSB 43(FIN) Qut of
Comm ttee

03/ 06/ 03 (S M NUTE( FI N)

03/07/ 03 0430 (S FIN RPT CS 6DP SAME TI TLE

03/ 07/ 03 0430 (S DP: GREEN, W LKEN, TAYLCR,
OLSON,

03/07/ 03 0430 (S STEVENS B, BUNDE

03/ 07/ 03 0430 (S FN1: ( CED)
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03/ 20/ 03 0571 (S) RULES TO CALENDAR 3/ 24/ 2003

03/ 24/ 03 0571 (S) READ THE SECOND TI ME

03/ 24/ 03 0571 (S) FIN CS ADOPTED UNAN CONSENT

03/ 24/ 03 0571 (S) ADVANCED TO THI RD READI NG
UNAN CONSENT

03/ 24/ 03 0571 (S) READ THE TH RD TI ME CSSB
43( FI N)

03/ 24/ 03 0571 (S) PASSED Y19 N E1

03/ 24/ 03 0575 (S) TRANSM TTED TO (H)

03/ 24/ 03 0575 (S) VERSI O\:  CSSB 43( FI N)

03/ 26/ 03 0630 (H) READ THE FIRST TIME -
REFERRALS

03/ 26/ 03 0630 (H) L&C

03/ 26/ 03 0630 (H) REFERRED TO LABOR & COMVERCE

04/ 02/ 03 (H) L&C AT 3:15 PM CAPI TOL 17

BILL: HB 203
SHORT TI TLE: Al DEA DI VI DENDS TO STATE
SPONSOR(S):  FI NANCE

Jrn-Date Jrn- Page Action

03/ 19/ 03 0586 (H READ THE FI RST TI ME -
REFERRALS

03/ 19/ 03 0586 (H L&C, FIN

03/ 19/ 03 0586 (H REFERRED TO LABOR & COWVMERCE

04/ 02/ 03 (H L&C AT 3:15 PM CAPI TOL 17

BILL: HB 13

SHORT TI TLE: SUCCESSCR LI ABI LI TY FOR PRODUCT LI ABILITY
SPONSCR( S) : REPRESENTATI VE( S) ROKEBERG

Jrn-Date Jrn- Page Action

01/ 21/ 03 0034 (H PREFI LE RELEASED (1/ 10/ 03)

01/ 21/ 03 0034 (H) READ THE FI RST TI ME -
REFERRALS

01/ 21/ 03 0034 (H L&C, JUD

01/ 21/ 03 0034 (H REFERRED TO LABOR & COMVERCE

03/ 28/ 03 (H L&C AT 3:15 PM CAPI TOL 17

03/ 28/ 03 (H Schedul ed But Not Heard

04/ 02/ 03 (H L&C AT 3:15 PM CAPI TOL 17

BILL: HB 184

SHORT TI TLE: | NDI VI DUAL DEFERRED ANNUI TI ES
SPONSCR( S) : REPRESENTATI VE( S) COGHI LL

Jrn-Date Jr n- Page Action
03/ 10/ 03 0492 (H READ THE FI RST TI ME -
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REFERRALS

03/ 10/ 03 0492 (H) L&C

03/ 28/ 03 0671 (H) SPONSOR SUBSTI TUTE | NTRODUCED

03/ 28/ 03 0671 (H READ THE FIRST TIME -
REFERRALS

03/ 28/ 03 0671 (H L&C

03/ 28/ 03 0671 (H REFERRED TO LABOR & COMVERCE

04/ 02/ 03 (H) L&C AT 3:15 PM CAPI TOL 17

W TNESS REG STER

SENATOR DONNY OLSON

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Testified as the sponsor of SB 43.

REPRESENTATI VE M KE HAVWKER

Al aska State Legislature

Juneau, Al aska

POSI TI ON STATEMENT: Presented HB 203 on behalf of the sponsor,
t he House Finance Committee, of which he is a nenber.

M KE BARRY, Chairman of the Board

Al aska | ndustrial Devel opment and Export Authority (Al DEA)
Department of Comrunity & Econom c Devel opnent

Anchor age, Al aska

POSI TI ON STATEMENT: Spoke in opposition to HB 203, noting the
anxiety created in the bond market when AIDEA's statutes are
changed.

SARA FI SHER- GOAD

Al aska I ndustrial Devel opnent and Export Authority

Department of Comrunity & Econom c Devel opnent

Anchor age, Al aska

POSI TI ON STATEMENT: During the hearing on HB 203, answered
guestions on Al DEA s bond rating.

HEATHER NOBREGA, St af f

to Representative Nornman Rokeberg

Al aska State Legislature

Juneau, Al aska

POSI TI ON  STATEMENT: Testified on HB 13, explaining the four
exceptions to product liability's being transferred to the new
owner when a conpany is sold.

REPRESENTATI VE JOHN COGHI LL
Al aska State Legislature
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Juneau, Al aska

POSI TI ON STATEMENT:  As sponsor of SSHB 184, explained the need
for the bill and the two proposed anmendnents that reflect a
sol ution by national insurance comm ssioners.

JOHN GEORGE, Lobbyi st

for the American Council of Life Insurers

Juneau, Al aska

POSI TI ON STATEMENT: Testified on SSHB 184, explaining how life
I nsurance conpani es cannot pay the mninmum 3 percent interest on
an annuity when it is cashed in, and how a national nodel
recently becane avail abl e.

KATI E CAMPBELL, Life and Health Actuary

Di vision of |nsurance

Department of Comrunity and Economi ¢ Devel opnent
Juneau, Al aska

POSI TI ON STATEMENT: Answer ed questions about SSHB 184.

ACTI ON NARRATI VE

TAPE 03-27, SIDE A
Number 0001

CHAI R TOM ANDERSON cal | ed the House Labor and Conmerce Standing
Committee neeting to order at 3:18 p.m Represent ati ves
Ander son, Dahlstrom Crawford, and CGuttenberg were present at
the call to order. Representatives Gatto and Rokeberg arrived
as the nmeeting was in progress.

SB 43- EXTEND STATE MEDI CAL BOARD

[ Cont ai ns di scussion of HB 73]

CHAI R ANDERSON announced that the first order of business would
be CS FOR SENATE BILL NO 43(FIN), "An Act extending the
termnation date of the State Medical Board."™ He noted that the
commttee had considered and passed out earlier this session the
identical HB 73, extending the State Medical Board.

Nunmber 0085

SENATOR DONNY COLSON, Al aska State Legislature, sponsor of SB 42,
explained that the State Medical Board sunsets in 2003, which
triggers the legislative review of its operations and
activities. He'd introduced SB 43 to extend the board because
of its satisfactory performance in the recent past, its positive
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| egi sl ative audit, and his own experience [as a fornmer nenber of
the State Medical Board]. He said he expects the board wl
increase its licensing activities in the near future to serve
the nedical conmunity's expansion and the retirenment of its
seni or professionals.

SENATOR OLSON noted several changes in the nedical board over
the last several years, including the addition of a board nenber
who is a physician assistant (PA). He urged the committee to
pass CSSB 43(FIN) out of committee.

Nunmber 0189

SENATOR OLSON, in reply to a question from Chair Anderson, said
the only change to SB 43 [as anended by the Senate Finance
Commttee] was to reduce the board' s extension from eight years
to four years.

CHAI R ANDERSON recalled the commttee's discussion on HB 73 on
whet her to extend the board beyond the typical four-year term
He stated that legislators can request a legislative audit at
any tinme, and that an approaching sunset gives the |egislature
the opportunity to observe and nonitor the board s work.

Number 0274

REPRESENTATI VE GUTTENBERG asked if the commttee wants to match
the [eight-year] term nation date of HB 73.

SENATOR OLSON expl ai ned why he prefers the four-year extension

Wth the addition of a physician assistant, the board now has
ei ght nenbers. He said he feels that the new position
represents the PA licensees. The PAs have attended every board
neeting as nenbers of the audience, closely watching the board's
wor K. Wth that kind of change in nenbership, he said, he
wanted to see how well the board is doing after four years.

REPRESENTATI VE GUTTENBERG asked whet her having an even nunber of
menbers would be a problem|[in the case of tie votes].

SENATOR OLSON replied that both houses of the |egislature have
an even nunber of nmenbers. Tie votes occur but are rare. The
eighth seat on the State Medical Board gives another
perspective. He said in rural A aska nmany physicians especially
appreciate the md-Ievel pr of essi onal s, who are such an
i nportant part of fighting disease.
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Nunmber 0502

REPRESENTATI VE DAHLSTROM noved to report CSSB 43(FIN) out of
commttee with individual recomendations and the acconpanying
fiscal note. There being no objection, CSSB 43 (FIN) was
reported fromthe House Labor and Commerce Standing Committee

HB 203- Al DEA DI VI DENDS TO STATE

Nunmber 0560

CHAI R ANDERSON announced that the next order of business would
be HOUSE BILL NO 203, "An Act relating to the definitions of
"net inconme' and 'unrestricted net incone' for purposes of
calculating the dividends to be paid to the state by the Al aska
| ndustrial Devel opnment and Export Authority; and providing for
an effective date.™

Nunmber 0605

REPRESENTATI VE M KE HAWKER, Al aska State Legislature, presented
HB 203 on behalf of the House Finance Conmittee, sponsor, of
which he is a nenber. He explained that the bill would give the
finance comrttee a tool to use in this vyear's budgeting
process. The Al aska Industrial Devel opnment and Export Authority
(AIDEA) has a statutory requirement to pay a dividend to the
state each year.

REPRESENTATI VE HAWKER expl ai ned that |ast year, AIDEA' s statute
was revised to reflect changes by the accounting profession in
preparation of financial statenments and reports. However, he
said, one issue was not addressed - the accounting for asset
inmpairnments. Per its policy, AIDEA nust pay the State of Al aska
a dividend that is between 25 and 50 percent of its net incone.
That dividend may not exceed AIDEA's unrestricted net incone.
He explained that the legislature clarified the definitions of
"net incone” and "unrestricted net i ncone," setting the
paranmeters for the dividend. At that tine, the |legislature
defined incone to exclude those itens that were not part of the
authority's actual operating inconme, such as intergovernnental
transfers, capital contributions, and grant incone. For
exanple, AIDEA's dividend to the state is an intergovernnental
transfer; [a past dividend] should not be [calculated into] the
net income for determning the [future] dividend.

REPRESENTATI VE HAWKER said the goal of last year's statutory
change was to make the accountant's presentation of net incone
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for the purposes of calculating the dividend the sanme as the
authority's operating incone. He said the legislature did not
want to distribute nore of the operating inconme than would be
appropriate or that would invade the restricted portions of the
funds, either capital or incone.

Number 0831

REPRESENTATI VE HAWKER explained that HB 203 further clarifies
the definition of incone. When determ ning net inconme, HB 203
woul d excl ude expenses already reported on financial statenents
that resulted from inpairnent |osses on AIDEA s devel opnent
proj ects. He explained that an inpairment loss is a loss in
val ue of an asset that was purchased in prior years. Unlike a
current expense that takes cash out of the authority, an
inmpairnment loss is a noncash entry in the books. Pr of essi onal
accounting policy requires that inpairnent |osses be recognized.
He said that because the recognition of inpairment |osses have
no effect on AIDEA's cash balance or on its true operating
incomne for a given year, the House Finance Committee wants
i npai rment | osses excluded from the AIDEA s incone for purposes
of determ ning the dividend.

Number 0922

REPRESENTATI VE HAWKER testified that the House Finance Committee
is sponsoring HB 203 because under the current statute, AlDEA

will not have any statutory or defined incone available for a
di vidend for FY 04. In the past, this dividend has been about
$20 mllion a year - a substantial anount, given the current

financial situation. During the base year on which the state's
FY 04 dividend is calculated, AIDEA recognized significant
i mpai rment | osses on the Healy Clean Coal Project and on Al aska
Seaf ood International. The accountants and managers of Al DEA
anal yzed these projects and decided they' re not worth what Al DEA
paid for them and the managers recognized that loss in the
financial statenents. Agai n, he enphasized, this process did
not take cash or liquid assets.

Nunmber 1030

REPRESENTATI VE HAWKER expl ai ned that excluding inpairnent |oss
from the calculation of incone would make a $9 to $18 mllion
di vidend available for use in the FY 04 budget. According to
the agency's annual report dated June 30, 2002, which is the
base year for calculating the FY 04 dividend, AIDEA has roughly
$789 mllion in unrestricted net assets. It has $356 mllion of
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unrestricted cash and investnents on hand, from which a dividend
to the state could be paid, he said. Had the |egislature not
adopted the accounting changes |ast year, AIDEA would have had
inconme to pay a dividend in FY 04, he said. He asked nenbers to
pass HB 203 on to the House Finance Conmittee, which can
determ ne whether to use this tool as part of the FY 04 budget
process.

Nunber 1110

REPRESENTATI VE HAWKER noted that the commttee wll hear from
AIDEA that its board voted 100 percent against this bill. He
recalled that when the dividend legislation itself was passed,
the board was concerned about whether the dividend would rob
AIDEA of its ability to carry out its mssion. He said the
state has a nodest dividend fornmula in place, and it works. He
said it's good policy for AIDEA to be able to wite down bad
investnents nmade years ago, but it should not sacrifice the
statutory dividend to the state. He said AIDEA has the
operating incone and cash available to pay the dividend.

Number 1191

REPRESENTATI VE GATTO asked what happened to the noney that was
witten off for bad investnents. Does it exist anynore?

REPRESENTATI VE HAWKER said he can't pass judgnment on how Al DEA
manages its investnents. He said this bill creates a fair
di vi dend policy.

REPRESENTATI VE GATTO clarified that he wasn't asking for a
judgnment on the investnent; he was asking what happens when an
investnment is witten down.

Nunber 1270

REPRESENTATI VE HAWKER replied that when nmanagers determ ne that
the fair value of an asset is no l|longer represented by the
anount invested, then the amobunt of the asset is |owered. But
to keep the books bal ance, the transaction is shown as a | oss or
a reduction in AIDEA s net assets.

REPRESENTATI VE GATTO asked whether the purpose of HB 203 is to
nake that definition.

Nunber 1322
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REPRESENTATI VE HAWKER explained that HB 203 states that those
i npai rment | osses, those wite-downs of noney spent |ong ago,
are not included in the determ nation of net inconme for purposes

of the dividend. He referred to a spreadsheet in the bill
packet entitled "House Bill 203, AIDEA Dyvidends to State,
Cal culations for Commttee Presentation.” The net loss for
AIDEA for the year ended June 30, 2003, was $72,506,000, he
expl ai ned. Included in the $72-mllion loss is $91, 346,000
associated with valuation adjustnments for the Healy O ean Coal
Project and the Al aska Seafood International. He said existing
statute |ooks at the decrease in net assets and bases the
dividend on that. The result is a negative nunber; there's

nothing to distribute.

REPRESENTATI VE HAWKER noted that HB 203 |ooks at those wite-
offs of inpaired assets that didn't take any cash out of Al DEA
Addi ng that nunber back results in $18 mllion. Under the
current statute, the previous year's dividend of $17,500,000 is
added back in for a net income under HB 203 of $36,340,000. He
said this figure of $36 mllion represents how AIDEA truly
operated |ast year. Based on the $36 mllion figure, a 25
percent dividend would equal $9 mllion, and a 50 percent
di vidend woul d equal $18 mllion.

Nunmber 1467

REPRESENTATI VE GUTTENBERG asked whether AIDEA is still bound by
bonding authority, federal requirenments, and other agencies
out si de state governnent.

REPRESENTATI VE HAVWKER reiterated that AlIDEA nust adhere to sound
accounting principles, including the reporting of accounting
| osses. But, he said, these losses are not relevant to the
current capacity of AIDEA to pay a dividend to the state.

Nunmber 1596

REPRESENTATI VE HAWKER st ated that he discussed these issues with
a bond counsel, who said that consistency is the overriding
issue in maintaining AIDEA' s bond rating. He said he was told
that a stable business environnent and consistent regulations
are critical. Representati ve Hawker agreed that this is a
change in law, but it is a clean up from last vyear's
| egi sl ati on. He said the rating agencies in New York have
probably asked nmany questions about the Alaska Seafood
International and the ongoing value of these assets. That
factor (the discrepancy between value on the books and actual
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worth) was inherent in the analysis perforned by the bonding and
rating agencies prior to AIDEA witing it down. Bond rating
agencies are particularly thorough when they analyze conpanies,
he said.

REPRESENTATI VE HAVWKER said he did not believe HB 203 woul d al arm
AIDEA's bond rating agencies. He said he anticipates a detailed
presentation by the bonding agencies to the finance commttee

AlDEA wote off $91 nmillion, and it won't pay a dividend as a
result of that wite-down. He reported that he was told AlIDEA
my wite off additional noney on Al aska Seafood International

next year, and may not pay a dividend in the foll ow ng year.

Number 1722

REPRESENTATI VE CRAWORD noted that AIDEA had funded Mark Air,
whi ch went bankrupt. He asked if AIDEA treated both conpanies’
assets the sane.

REPRESENTATI VE HAVWKER said he wasn't able to answer that.
Number 1750

REPRESENTATI VE ROKEBERG asked about the residual value of the
Al aska Seafood | nternational

REPRESENTATI VE HAWKER suggested the question be addressed to
Al DEA staff at the neeting.

REPRESENTATI VE ROKEBERG noted that the AIDEA [Bal ance Sheet for
June 30, 2002] shows the current assets of $121 mllion and
current liabilities of $14 mllion for a ratio of 9 to 1. He
asked if this is a healthy ratio.

Nunmber 1813

REPRESENTATI VE HAWKER cl arified that he is appearing before this
commttee not as an accounting official, but as a |egislator.
He said he is pleased with the overall financial health and

condition of Al DEA He said it's a strong, vibrant, vital part
of investing in business in Al aska.

Nunmber 1835

REPRESENTATI VE ROKEBERG asked about AIDEA's wunrestricted net
assets of $789 mllion on the HB 203 spreadsheet.
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REPRESENTATI VE HAWKER described that figure as the true
unrestricted net assets. He said AIDEA has sone assets
restricted for debt service; the aggregate net assets are $792
mllion.

REPRESENTATI VE ROKEBERG asked if the cash available was
$356, 589, 000.

REPRESENTATI VE HAWKER referred to the spreadsheet and noted that
t he $356,589,000 figure consists of cash and cash equival ents,
i nvestnent securities - current, and investnent securities -
non- current. He confirnmed Representative Rokeberg's estimate
that $96 mllion of the $356 mllion are truly liquid assets.

Nunber 1901

REPRESENTATI VE ROKEBERG said the intent of the law allows the
| egi sl ature to receive incone fromAIDEA. He said it's apparent
from AIDEA's financial statenents that it can afford to pay a
di vi dend now. But, he asked, what if there are further wite-
downs on sone of these assets; will AIDEA be unable to pay this
dividend in the future? He asked if the problem is self-
righting because the statutory formula for dividends is still
dependent on the net inconme, and HB 203 only changes the
description of net incone.

REPRESENTATI VE HAWKER said it is clearly the latter. He
theorized that if AIDEA wote off the entire balance of those
two assets, it would not affect last year's net incone. Al DEA
still has the ongoing cash flow from other productive assets;
the nore successful investnents within Al DEA continue to produce
i ncone.

Nunber 1954

REPRESENTATI VE ROKEBERG said HB 203 nakes an adjustnent in the
bal ance sheet, but it doesn't affect AIDEA's ability to nmake the
dividend paynment or to be a viable entity. He sunmari zed
Representative Hawker's position that HB 203 does not jeopardize
the ability of the corporation to operate or its financial
under pi nni ngs.

REPRESENTATI VE HAVKER agreed to both points.

Nunber 2004
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M KE BARRY, Chairnman of the Board, Al aska Industrial Devel opnment
and Export Authority, Departnent of Community & Economc
Devel opnent, said he disagreed with some of Representative

Hawker's characterizati ons about the board. He explained that
none of the current nenbers were on the board in 1996 when the
| egi sl ature passed the dividend |egislation. He said he has

been told that the board went on record as supporting the
di vidend at that tine.

MR BARRY told nenbers that his board favors the dividend

policy. He said AIDEA needs to represent to its financial
constituents - the bonding, business, and banking communities -
that it will be viable on the |ong-term basis. As he wote in

his [April 1, 2003] letter [to the co-chairs of the House
Finance Commttee], a lot of thought and dialogue went into the
dividend legislation. Until this year, it has worked very well,
he sai d.

Number 2060

MR. BARRY said he disagreed wth Representative Hawker's
interpretation of the accounting changes that were made | ast
year . These accounting changes took AIDEA from one type of
government accounting to another type, but both of these
required a wite-down of an asset when that loss is recognized
by the authority. He said there were no changes made |ast year
that would have affected the change proposed in HB 203. The
di fference bet ween AlDEA and a tax-paying, for-profit
corporation is that AIDEA is owned by the State of Al aska.
AIDEA officials occasionally raise funds in the bonding
comunity, not as a full faith and credit bonding agency of the
state, but as an agency that nmakes prom ses which nust be
carried out based on AIDEA s assets, not based on other state
funds, other state assets, or the power of taxation.

Number 2119

MR. BARRY described the anxiety of a bond purchaser interested
in a 25-year investnment who |ooks at the state's fiscal policy

and says, "They're running out of oil revenues. They have a
serious need for funds. Perhaps the legislature is going to
raid AIDEA for funds." He said that's why the dividend

| egislation of 1996 is a proper and logical answer to that
anxi ety. The proposed change [in HB 203] does not assure this
constituency that this is the final change, and the bil

denonstrates that the state needs noney and that AIDEA can't pay
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the dividend. Thus this changes the rules so the state can get
t he noney.

MR. BARRY agreed with Representative Hawker that HB 203 does not
damage AIDEA' s health as a financial entity today. VWhat it
does, he said, is raise the uncertainty that no one can answer
because the legislature always has the right and the authority
to appropriate funds from Al DEA He inplored the commttee to
not [raise that wuncertainty] for a $9 to $18 nillion dollar
di vidend, when it could seriously damage the |ong-term program
of Al DEA.

Number 2218

REPRESENTATI VE ROKEBERG asked whether M. Barry agreed that
HB 203 doesn't jeopardize financial ability to conduct financi al
operation, but mght raise the |level of uncertainty in the bond
mar ket .

MR. BARRY sai d yes.

REPRESENTATI VE ROKEBERG asked what AIDEA s current bond rating
is.

Number 2250

SARA FlI SHER- GOAD, Al aska [Industrial Developnent and Export
Aut hority, Departnent of Conmunity & Econom c Devel opnent, said

she would provide the rating information in witing. It is an
"A" rating, with sone differences between the rating agenci es.

CHAI R ANDERSON suggested that since the AIDEA argunent focused
on the long-term effects of this change in the bond market, it
would have been wuseful for AIDEA to conme prepared wth
information on AIDEA' s current bond rating.

REPRESENTATI VE ROKEBERG asked M. Barry to provide an analysis
of what the net incone figures would be under old the GASB
[ Gover nnent Accounti ng Standards Board] rul es.

Number 2295

MR. BARRY replied that the inpairnment charges would be the sane
under either set of rules.

REPRESENTATI VE ROKEBERG asked if the net inconme available for a
di vidend woul d be simlarly inpaired.
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MR. BARRY agreed that there would be no change to the inpairnent
[ of assets] by adopting the GASB changes.

REPRESENTATI VE ROKEBERG cl arified that [HB 203] allows an Al DEA
di vidend paynent to be nade by changing the definitions of net
i ncone and restricted net incone.

Nunber 2316

MR.  BARRY agreed. He clarified that it is not the board' s
contention that the paynent of the dividend of $9 mllion to $18
mllion would in any way inpair AIDEA s bond rating. But he
said it will raise uncertainty as to future bond sales that
AlDEA may want to undert ake. Because AIDEA officials are not
contenplating a bond sale tonorrow or next week, he said he
didn't think there would be any inpact in the very near future.

MR. BARRY confirmed Representative Rokeberg's statenment that
AlDEA has no plans to sell new bonds in the next six to nine
nont hs. He said AIDEA was able to take advantage of the |ow
interest rate | ast year.

TAPE 03-27, SIDE B
Number 2381

REPRESENTATI VE ROKEBERG asked about the two inpairnment | osses.

MR. BARRY said the Healy Cean Coal Project has a [fair value]
of $56 mllion. As of June 30, 2002, Alaska Seafood
International has a [residual value] of $22,400,000, which
consists of the land and one of two buil di ngs.

REPRESENTATI VE ROKEBERG asked about the $85-million bond issue
on the Healy C ean Coal Project.

Nunber 2336

MR. BARRY clarified that the Healy Cean Coal Project has been
shut down since 1999. The wite-down occurred because the
original investnent of $120 mllion in state funds and al nost

$180 in federal funds was not producing any incone and had no
prospect of doing so in the near future. He acknow edged t hat
the recognition of that loss did not affect the cash earnings of
the rest of AIDEA s assets. In AIDEA's case, between the state
and the federal governnment, nearly $300 mllion in cash was
invested, and it is gone.
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REPRESENTATI VE ROKEBERG asked if there are any other assets on
t he books that AIDEA nmay be witing down in the near term

MR. BARRY replied that AIDEA is currently denolishing an ore
concentrate building in Skagway. He said it's not a nmgjor
asset; it's valued on the books at $2 mllion. The building has
beconme a life-safety factor to the local community. AlIDEA wl|
take a wite-down on sone aspect of it; sone assets will remain

He said the answer is yes, but he is not aware of anything
significant at this tine.

Number 2243

REPRESENTATI VE HAWKER said he believes AIDEA s testinony |ends
credibility to the House Finance Committee's interest in
establishing a conprehensive dividend formula for Al DEA He
urged the committee to pass HB 203 on to that commttee.

Nunber 2191

CHAI R ANDERSQON, noting that no other people wi shed to testify,
cl osed public testinony.

Number 2189

REPRESENTATI VE GATTO noved to report HB 203 out of comittee
with individual recomendations and the acconpanying fiscal
not e. There being no objection, HB 203 was reported from the
House Labor and Conmerce Standing Committee.

HB 13- SUCCESSOR LI ABILITY FOR PRODUCT LIABILITY

Nunber 2175

CHAI R ANDERSON announced that the next order of business would
be HOUSE BILL NO 13, "An Act declaring legislative intent to
reject the continuity of enterprise exception to the doctrine of
successor liability adopted in Savage Arns, Inc. v. Wstern Auto
Supply, 18 P.3d 49 (Al aska 2001), as it relates to products
liability; providing that a successor corporation or other
business entity that acquires assets of a predecessor
corporation or other business entity is subject to liability for
harm to persons or property caused by a defective product sold
or otherwi se distributed commercially by the predecessor only if
the acquisition is acconpanied by an agreenent for the successor
to assunme the liability, results froma fraudul ent conveyance to
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escape liability for the debts or liabilities of t he
predecessor, constitutes a consolidation or mnerger wth the
pr edecessor, or results in the successor's becomng a
continuation of the predecessor; defining 'business entity' that
acquires assets to include a sole proprietorship; and applying
this Act to the sale, |ease, exchange, or other disposition of
assets by a corporation, a Ilimted liability conpany, a
part nershi p, a limted liability partnership, a limted
partnership, a sole proprietorship, or other business entity
that occurs on or after the effective date of this Act."

Nunber 2164

REPRESENTATI VE ROKEBERG  sponsor of HB 13, explained that
| egislation simlar to this bill passed the legislature | ast
year but was vetoed by the governor; the only controversial part
of that bill was the retroactive application of |egal |anguage,
but HB 13 does not contain that |anguage. The bill sets forth

t he standard business succession liability for the purchase of a
business and clarifies under what circunstances the new entity
remai ns responsible for the liabilities of the former owner. He
explained that the bill was referred to the commttee because of
its economc inpact on commerce. It overturns an Al aska Suprene
Court case that was inconsistent with [laws in] 48 other states.
He said making Alaska's business laws consistent wth other
states' |laws hel ps build a stabl e business environnent.

Number 2083

HEATHER NOBREGA, Staff to Representative Norman Rokeberg, Al aska
State Legislature, explained that under HB 13, when a person
purchases a conpany, the person is not liable for the conpany's
previous mstakes and harm unless the person assunes those
liabilities. The new owner can be held liable for the previous
conpany's liabilities under four exceptions: (1) if the new
owner assunes the liabilities; (2) if [the purchase] was a
fraudulent attenpt to avoid the liabilities; (3) if the purchase
was a consolidation or nerger and the new conpany wouldn't be
harmed by assumng those liabilities; or (4) the new conpany is
in fact a continuation of the same conpany.

M5. NOBREGA noted that HB 13 relates to product liability, which
hadn't been [litigated] in Al aska before 2001, when the Al aska
Suprene Court made a decision on the |aw. She expl ai ned that
the suprene court recognized two exceptions: the "nere
conti nuation” of t he busi ness and the "continuity of
enterprise,” a newer doctrine that has been rejected by nobst of
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the jurisdictions that have |ooked at the issue. This bill
rejects that doctrine ["continuity of enterprise”] and adopts
the four general standards that are recognized by nost courts in
t he nati on.

Nunber 2007

REPRESENTATI VE ROKEBERG nentioned that the “"continuity of
enterprise"” theory has been rejected in the Restatenent (Third)
of Torts. He said HB 13 adopts the [npre] wi dely accepted rule.
He noted that the Al aska Suprenme Court adopted this "continuity
of enterprise"” provision that has been specifically rejected by
nost other states. Representati ve Rokeberg reported that this
court case, [Savage Arnms, Inc. v. Wstern Auto Supply Co.] has
been settled, and said retroactivity [is no |longer an issue].
This bill is [prospective] so that Alaska's law is clear on the
subject of product liability when a conpany is purchased. He
explained that sonetines people who wish to file lawsuits
agai nst corporations over product liability go "shopping” [for a
jurisdiction that has unusual] |[|aw If Alaska had an unique
[interpretation of this provision], people mght use Al askan
courts to file these kinds of suits. He opined that businesses
| aws shoul d be uniformy applied throughout the United States.

CHAI R ANDERSON rem nded the commttee that the next referral is
the House Judiciary Standing Commttee, where detailed |ega
guestions can be exam ned.

Number 1900

REPRESENTATI VE DAHLSTROM noved to report HB 13 out of commttee
with individual recomendations and the acconpanying fiscal
not e. There being no objection, HB 13 was reported from the
House Labor and Commerce Standi ng Commttee.

HB 184-1 NDI VI DUAL DEFERRED ANNUI TI ES

CHAI R ANDERSON announced that the final order of business would
be SPONSCR SUBSTI TUTE FOR HOUSE BILL NO. 184, "An Act relating
to individual deferred annuities; and providing for an effective
date."

Number 1860
REPRESENTATI VE JOHN COGHI LL, Al aska State Legislature, explained

that he sponsored HB 184 by request. Hs original bill sinply
decreased the guaranteed interest rates on deferred annuities
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from3 percent to 1.5 percent. Wile he was drafting this bill,
however, the National Association of |nsurance Conm SSioners

(NAIC) drafted nodel |anguage to solve the problem with an
i ndexi ng tool. He said interest rates are so |ow that
[ conpani es  sel ling] annuities are [having trouble] W th
sol vency. This NAIC nodel |anguage contains an index that

allows the conpanies to be solvent in tines of |ow interest
rates, but it also guarantees the consuner a mninum rate of
i nterest.

REPRESENTATI VE  COGHI LL described tw proposed anendnents
[ suggested by the Division of Insurance] to SSHB 184. He noted
that Amendnment H. 1 [labeled 23-LS0753\H. 1, Ford, 4/1/03] is
consistent with the new nodel |anguage. Amendnent H. 1 read:

Page 2, line 13:
Del ete "an additional period"
I nsert "additional periods"

REPRESENTATI VE COGHI LL noted that Anmendnent H. 2 [|abeled 23-
LSO753\H. 2, Ford, 4/1/03] is a new section that changes the
effective date and actually gives time for an inplenentation
period. Anendnent H 2 read:

Page 2, following |line 29:

Insert a new bill section to read:

"* Sec. 2. The wuncodified law of the State of

Al aska i s anmended by adding a new section to read:

TRANSI TI ON PERI CD FOR ANNUI TY CONTRACTS;
APPLI CABI LI TY OF ACT. During the period that begins
on the effective date of this Act and ends on the day
before the date that is two years after the effective
date of this Act, this Act applies to an annuity
contract when the contract form for that annuity is
approved by the director of the division of insurance.
For an annuity contract not otherw se affected by this
secti on, this Act applies to annuity contracts
beginning on the date that is tw years after the
effective date of this Act."

Renunber the followi ng bill section accordingly.

REPRESENTATI VE COGHI LL noted that he is bringing SSHB 184 to the
commttee today for information, not necessarily for novenent.

He said he is still digesting the changes in the bill. He
pointed out that Amendnent H 2 has an inplementation period.
Conmpanies will have two years to rewite their contracts, and
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the Division of Insurance [Departnment of Conmmunity and Econom c
Devel opnent] won't receive [a large volunme of] newy revised
contracts all at once.

Nunmber 1686

REPRESENTATI VE DAHLSTROM noved to adopt SSHB 184 as a work
draft. There being no objection, it was so ordered.

REPRESENTATI VE COGHI LL noted that these anendnents were brought
to his attention yesterday. He brought attention to NAIC
correspondence from NAIC in the information packet and said
staff from the Division of Insurance were present to answer
guestions about the NAIC nodel.

Nunmber 1596

JOHN GEORGE, Lobbyist for the American Council of Life Insurers
(ACLlI), explained that ACLI is an insurance trade association

that wites |ife insurance and annuity products. |In response to
a question by Representative Rokeberg, he said his clients who
sell annuities have a real problem If a client decides to

termnate the agreenent and get the noney back, the law requires
a mninmum 3 percent return on the noney. That was set years ago
when interest rates were 14 and 20 percent, and no one foresaw
an interest rate as low as 3 percent; that figure was considered
rock bottom for consuner protection. However, tinmes have
changed: interest rates have dropped substantially, and
i nsurance conpanies are not getting a 3 percent return on the
noney. He likened it to asking a bank to guarantee 5 percent on
a savings account. Banks can't do that and stay in business, he
tol d nenbers; banks would have to term nate savi ngs accounts.

Nunber 1552

MR. CGEORCE said the life insurance industry is deciding whether
to continue offering these products. Conpanies aren't on the
verge of insolvency, but this bill recognizes that for these

conpanies to survive over the long term the [interest rate]
needs to be adjusted. The "sinple fix" [in original HB 184,
before NAIC conpleted its work] was to lower the interest rate

[to 1.5 percent]. He said NAIC had been working for severa
years to conme up with this nodel. Therefore, he encouraged the
commttee to use the national standard. He explained that a

nunber of other states adopted the 1.5 percent interest rate
with a sunset clause of one or two years, anticipating that the
matter would have to be revisited when NAIC produced its nodel
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He predicted that Alaska will be on the cutting edge because of
the timng of this legislation and the conpletion of the NAIC
nodel .

Number 1430

KATI E CAVPBELL, Life and Health Actuary, D vision of Insurance,
Department of Conmunity & Economic Devel opnent, responded to
guestions from Representative Rokeberg. She said the goal of
Amendnment H. 2 is to allow a two-year transition; she could not
clarify whether the amendnment acconplished that. She al so said
that as she reads it, the anended |anguage would be inserted
following line 29; then Section 2, with an effective date of
July 1, 2003, would be renunbered as Section 3.

REPRESENTATI VE ROKEBERG asked about the interest rate set on
page 2, line 8, "(A) the five-year constant maturity treasury
rate reported by the federal reserve".

M5. CAMPBELL replied that this index is a good choice because
the federal governnent will be issuing treasury [bonds] and the
index is representative of the current market.

REPRESENTATI VE ROKEBERG described [the index] as a "market
basket” of different maturities.

Nunmber 1180

MR. CGEORCGE added that the index is simlar to the investnents
t hat i nsurance conpani es actual |y nake.

REPRESENTATI VE ROKEBERG asked Ms. Canmpbell if she understood the
| anguage in the NAICinspired anendnent.

CHAI R ANDERSON noted that Ms. Canpbell had nodded in agreenent.

Number 1122

REPRESENTATI VE ROKEBERG noved to adopt Amendnent H 1 [text
provi ded previously]. There being no objection, it was so
or der ed.

Nunber 1091

REPRESENTATI VE ROKEBERG noved to adopt Anendnent H 2 [text
provi ded previously]. There being no objection, it was so
or der ed.
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REPRESENTATI VE ROKEBERG reported a possible conflict of
interest: his stepson is the national sales nanager for Liberty
Fi nanci al Corporation, which sells annuities.

CHAI R ANDERSON i ndicated he'd still |ike Representative Rokeberg
to vote.

Nunmber 1050

REPRESENTATI VE ROKEBERG noved to report SSHB 184, as anended,
out of commttee wth individual recommendations and the
acconpanying zero fiscal notes. There being no objection,
CSSSHB 184(L&C) was reported from the House Labor and Commerce
Standi ng Conm ttee.

ADJ QURNVENT
There being no further business before the commttee, the House

Labor and Commerce Standing Conmittee neeting was adjourned at
4:37 p. m
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